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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye 
Risk Management is not a broker dealer and does not provide investment advice for individuals. This research does 
not constitute an offer to sell, or a solicitation of an offer to buy any security. This research is presented without regard 
to individual investment preferences or risk parameters; it is general information and does not constitute specific 
investment advice.  This presentation is based on information from sources believed to be reliable. Hedgeye Risk 
Management is not responsible for errors, inaccuracies or omissions of information.  The opinions and conclusions 
contained in this report are those of Hedgeye Risk Management, and are intended solely for the use of Hedgeye Risk 
Management’s clients and subscribers.  In reaching these opinions and conclusions, Hedgeye Risk Management and 
its employees have relied upon research conducted by Hedgeye Risk Management’s employees, which is based 
upon sources considered credible and reliable within the industry.  Hedgeye Risk Management is not responsible for 
the validity or authenticity of the information upon which it has relied.  
 

TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its contents 
are prohibited.  For more details please refer to the appropriate sections of the Hedgeye Services Agreement and the 
Terms of Use at www.hedgeye.com 

DISCLAIMER 



PLEASE SUBMIT QUESTIONS* TO 
  

QA@HEDGEYE.COM 

*ANSWERED AT THE END OF THE CALL  
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P: SHORT THESIS SUMMARY 

USERS TO DECLINE IN 2015 
P has serious retention issues, churning through more accounts than it has retained since 1Q11.  
Our survey work suggests that P has exhausted much of its TAM, and new user growth moving 
forward will not be able to offset attrition for much longer. 
 

TUG OF WAR 
P will need accelerating ARPU growth to hit 2015 consensus revenues estimates; however, rising 
ad load could exacerbate its user retention issues, especially with growing competitive threats. 
2016 is about Webcaster IV: anything short of a best scenario for P won’t be good enough. 
 

VALUATION? YOU TELL US 
What do you pay for a company that starts losing users before it generates positive FCF? What is 
the price for a company that may have to blow up its own business model if Webcaster IV goes 
against them? P could easily trade in the $x-$x range, but there really isn’t a floor for this stock.  
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KEY POINTS 
 

1. P User Metric Review: Serious Attrition Issues 
 

2. Hedgeye P User Survey & TAM Analysis: 
 

3. The Well is Going to Dry Up: 
 

 

 

USERS TO DECLINE IN 2015 

HEIGHTENED ATTRITION + WANING TAM = DECLINING USERS 

We can see P’s attrition issues clearly within its own metrics.  However, the issue isn’t its attrition, but whether its 
TAM is large enough to compensate, and for how long.  We suspect 2015 is when that story turns. 
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1. Register Accounts: Cumulative number of accounts that have been created (unique email 
addresses).  P has over 250M accounts, so we know some users have multiple accounts. 

 

2. Active Accounts: Any account that has requested music from P’s servers during the period.   
Most listeners use its ad-supported service (~95% of user base). 
 

3. Listener Hours: Total amount of music streamed, which largely favors mobile (~85% of hours).  
P must pay a royalty for each song streamed regardless of whether its monetizing that user. 

 

KEY USER METRICS 

USER TRENDS TELL THE STORY 

Anytime P’s registered users outgrow its active users, it has churned through a portion of its active accounts.  
This has been a recurring theme (next slide). 
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P HAS SERIOUS ATTRITION ISSUES 

P’s reported metrics suggest it has churned through more accounts than it has retained since 1Q11.  However, 
some users have multiple accounts, which we need to account for… 

INTERNAL METRICS TELL DAUNTING STORY, BUT NOT THE WHOLE STORY 

METRIC NOTES 
 

1. P switched its method for reporting 
registered users in 2Q11 (from an actual # 
to “#+” format) 
 

2. We can’t explicitly calculate its quarterly 
attrition rate after 1Q11, but we estimate it 
has averaged in the mid-to-high teens as 
percentage of its active users, or roughly 
10.5M per quarter 
 

3. We can calculate its cumulative attrition, 
which is at least 72% between 1Q11 and 
3Q14 (~116M inactive out of 160M 
registered). 
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• Question: "How many Pandora Internet Radio 
accounts have you ever created for your own use 
(Unique Usernames/Log-Ins)?” 

 

• Survey Date: August 2014 
 

• Audience: US Adults 
 

• Survey Size: 20,000 
 

• Filtered Responses: 13,899 
 

 

HEDGEYE PANDORA USER SURVEY 

PURPOSE: DUPLICATES, PENETRATION, & TAM 

We needed to understand the impact of multiple accounts on P’s reported metrics to determine its runway for 
user growth moving forward.  We filtered the responses to ~14K where demographic data was available. 
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DUPLICATES CAN’T EXPLAIN CHURN 

While the majority of respondents only reported having one account, those with multiple accounts represented 
over 50% of P’s accounts.   However, that is still less than its total churn since 1Q09 (>70%). 

DUPLICATES ARE SIGNIFICANT, BUT STILL LESS THAN CHURN 



HEDGEYE  12 

PENETRATION SKEWS YOUNGER 

Naturally, younger individuals are the low-hanging fruit.  What is concerning is the age distribution of those 
without a P account, with almost 50% of those respondents over 55 years old. 

NOT MUCH OF A SURPRISE, BUT STILL CONCERNING 
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MINORS HIGHLY PENETRATED AS WELL 

Even after accounting for duplicates, we estimate that US adults don’t account for all P’s users (185M/+250M).  
The +65M variance is primarily US minors; our scenario analysis suggests minors are highly penetrated as well. 

PENETRATION ANALYSIS SUGGESTS LIMITED RUNWAYS 

PANDORA PENETRATION ANALYSIS 
 

1. SUMMARY: We synthesized P’s reported metrics, our survey 
results, and Census demographic internet metrics to determine P’s 
penetration and remaining TAM by age group 
 

2. US ADULTS: After accounting for duplicate accounts, we estimate 
that P has penetrated 95M adult users totaling 185M accounts out 
of +250M accounts.  65% of P’s remaining TAM is over 45 yrs old. 
 

3. US NON-ADULTS: The variance of 65M accounts primarily comes 
from non-adults (minors).  We estimate there are 49M non-adult 
internet users in the US, which means this group has duplicate 
accounts as well.  Based on our penetration scenario analysis, we 
estimate non-adults are highly penetrated as well (64%-77%) 
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REMAINING TAM MOSTLY EXHAUSTED? 

45-65+ year olds represent 55%-60% of P’s remaining TAM.  We could make subjective statements about 
questionable willingness, but there is a bigger issue is access. 

IT’S NOT THE SIZE, BUT WHO REMAINS 
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OLDER = LOWER MOBILE ACCESS… 

Granted, this could change, but it won’t happen overnight.  Desktop remains an access point, but historically it’s 
been a relatively weak usage driver for P (next slide). 

MANY DON’T HAVE SMARTPHONES 
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MOBILE DRIVES BULK OF GROWTH 

If growth has historically been driven by mobile, and the older cohorts lack access to this platform, then 
meaningfully penetrating this group will be more challenging.   

MOBILE DRIVES BOTH LISTENER HOURS AND USER GROWTH 
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KEY POINTS 
 

1. P User Metric Review: Serious Attrition Issues 
 

2. Hedgeye P User Survey & TAM Analysis: Remaining TAM Tougher to Penetrate 
 

3. The Well is Going to Dry Up: Gross Ads Can’t Offset Attrition Indefinitely 
 

 

 

USERS TO DECLINE IN 2015 

HEIGHTENED ATTRITION + WANING TAM = DECLINING USERS 

We can see P’s attrition issues clearly within its own metrics.  However, the issue isn’t its attrition, but whether its 
TAM is large enough to compensate, and for how long.  We suspect 2015 is when that story turns. 
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THE WELL IS GOING TO DRY UP 

Net accounts will continue to grow as long as new accounts exceed its churn.  But with average quarterly 
attrition of 11M accounts (1Q11-3Q14), and peak remaining TAM of 113M, the well is going to dry up soon.   

NEW ACCOUNTS – ATTRITION = NET ACCOUNTS 
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HOW SOON? 

100% penetration means every person in the US with internet access.  Naturally, that’s not possible.  Barring a 
seismic shift in retention rates, P will likely see declining users before it achieves peak penetration. 

7-11 QUARTERS ASSUMING 100% PENETRATION… 

Source: Hedgeye Pandora User Survey, Company Reports, Census, Pew Research, Hedgeye Estimates 

Note: This analysis assumes that P can maintain its user base by 
adding the same number of brand new users as its losing each quarter 
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WHY WILL USERS DECLINE IN 2015? 

The left table details how much of P’s remaining TAM needs to be penetrated in order to maintain it’s current 
user base over the next 5 quarters.  Compare that to the chart on the right, and decide for yourself. 

BECAUSE WE DON’T BELIEVE THIS WILL HAPPEN 

Source: Hedgeye Pandora User Survey, Company Reports, Census, Pew Research, Hedgeye Estimates 
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KEY POINTS 
 

1. User vs. Monetization: Rising Ad Load Will Push the User Away  
 

2. 2015 Consensus Estimates: 
 

3. Webcaster IV: 
 

 

 

 

TUG OF WAR 

P’S CORE DRIVERS WORKING AGAINST EACH OTHER (USERS & ARPU) 

P will need accelerating ARPU growth to hit consensus estimates for 2015.  However, efforts to increase ARPU 
(i.e. ad load) could pressure retention further.  Webcaster IV is a situation that could disrupt P’s entire model. 
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BETWEEN A ROCK AND A HARD PLACE 

RISING AD LOAD WILL PUSH THE USER AWAY 

If users are on the decline, then P will need to drive Ad RPMs (~ARPU) to drive revenue growth, but if it chooses 
to do so with further increases in ad load, it would likely exacerbate its attrition issues.  We’ve seen this before. 

Advertising 

Revenue 
(~80% of revenues) 

Ad Revenue per 
Thousand Hours 

(Ad RPM) 

Ad Pricing 

Ad Load 

Listener Hours 

Users 

Hours/User 

Pressures 
Retention 

P Advertising Revenue Drivers 
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WE’VE SEEN THIS BEFORE (USERS) 

We suspect that deceleration was due to accelerated attrition during 4Q13. The increase in ad load was 
considerable (depending on the length of the listening session and sell-through rate on that user’s hours).   

NEW AD FORMAT LED TO SHARPEST DECELERATION IN USER GROWTH 
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WE’VE SEEN THIS BEFORE (HOURS) 

Note that 4Q13 was also the last clean comp following the mobile listening cap.  1Q14 saw a very small uptick 
despite the partially deflated comp.   

NEW AD FORMAT LED PRESSURED LISTENER HOURS AS WELL 
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KEY POINTS 
 

1. User vs. Monetization: Rising Ad Load Will Push the User Away  
 

2. 2015 Consensus Estimates: ARPU Must Accelerate Considerably 
 

3. Webcaster IV: 
 

 

 

 

TUG OF WAR 

P’S CORE DRIVERS WORKING AGAINST EACH OTHER (USERS & ARPU) 

P will need accelerating ARPU growth to hit consensus estimates for 2015.  However, efforts to increase ARPU 
(i.e. ad load) could pressure retention more.  Webcaster IV is a situation that could disrupt P’s entire model. 
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2015 REVENUE SCENARIO ANALYSIS 

CONSENSUS ESTIMATES IMPLY A SHARP ACCELERATION IN AD RPMS (~ARPU) 

Note the 2014 YTD averages vs. what is required of P to hit consensus estimates in 2015.  Remember that 2014 
listener hour growth was inflated by the end of the mobile listening cap; that likely drops to single-digits in 2015. 

P Advertising Revenue Drivers 
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KEY POINTS 
 

1. User vs. Monetization: Rising Ad Load Will Push User Away  
 

2. Consensus Estimates: ARPU Must Accelerate Considerably 
 

3. Webcaster IV: Powder Keg 
 

 

 

 

TUG OF WAR 

P’S CORE DRIVERS WORKING AGAINST EACH OTHER (USERS & ARPU) 

P will need accelerating ARPU growth to hit consensus estimates for 2015.  However, efforts to increase ARPU 
(i.e. ad load) could pressure retention more.  Webcaster IV is a situation that could disrupt P’s entire model. 
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THEY ARE WORLDS APART 

AND MEETING IN THE MIDDLE WOULD BE A DISASTER 

We estimate that almost 90% of P’s listener hours are streamed to ad-supported users, so the variance in 
proposals would be a big deal.  The midpoint of the two ad-supported proposals translates a 62% rate increase. 
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A COMPROMISE ISN’T GOOD ENOUGH 

P’S MODEL CAN’T ABSORB ANYTHING BUT A BEST CASE SCENARIO 

Whatever leverage P has achieved on the content side was earned by investing in its salesforce.  P’s model can’t 
absorb even a small royalty rate hike, especially since it struggles to generate cash flow as it is. 
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WHAT ARE P’S OPTIONS IN 2016? 

REALLY HAS ONLY ONE OPTION → LIMIT HOURS AND/OR EXIT MARKETS 

The only real way to offset royalty rate hikes on its music is to limit the number of hours that it has to pay for.  
That means cutting the user off in some capacity, once that happens, it’s long-term upside is capped. 

Where Could P Offset Royalty Rate Hike? 
 

1. Other Operating: ~21% of operating expenses.  Could trim 
here, but likely not enough to offset royalty rate increases 
(too small) 
 

2. Sales & Marketing: ~28% of operating expenses.  Could 
trim here, but risks pressuring the top-line 
 

3. Content Acquisition Costs: ~51% of operating expenses. P 
must pay for each song that it streams, however mgmt has 
suggested that it is monetizing less than 50% of total 
listener hours… 

 
 

46 
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THERE IS NO FLOOR FOR THIS STOCK 

P COULD EASILY TRADE IN THE $12 RANGE ON ONLY 0.5X TURN IN P/S MULTIPLE 

There is no case for mean reversion here.  P keeps hitting lower lows, and this will likely get worse once users 
decline, and collapse if P needs to blow-up its business model if Webcaster IV goes against it. 



FOR MORE INFORMATION, CONTACT US AT: 

SALES@HEDGEYE.COM 
(203) 562-6500 
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